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PORTFOLIO MANAGER COMMENTARY
Third Quarter 2024

International Growth EAFE Strategy

Key Takeaways

» The third quarter was characterized by sharp reversals in
policy and market leadership, with international equities
delivering broad gains with a locus of strength in China and
greater Asia.

» The Strategy outperformed in an environment favoring value
shares due to our diversified focus beyond traditional, higher-
growth, higher-beta stocks, with particular vigor among our
cyclical holdings.

> Positioning activity was geared toward upgrading into new
ideas with better growth and valuation support. Convinced
that Japan’s move to upgrade profitability, capital allocation
and shareholder returns is authentic, we added four new
ideas in the region.

Market Overview

Broadening participation sent international equities higher in the
third quarter, with value and cyclical shares leading the way as
financial conditions eased across most developed markets. The
benchmark MSCI EAFE Index advanced 7.26%, the MSCI EAFE Small
Cap Index jumped 10.54%, while the MSCI Emerging Markets Index
added 8.72%,

From a regional standpoint, North America, Asia Ex Japan and the
United Kingdom outperformed the index. Europe Ex U.K. and Japan,
meanwhile, delivered solid gains but slightly underperformed in a
period that saw currency volatility as a rising yen forced carry trade
investors who were short the currency to cover their losses. Chinese
equities surged to end the quarter (up 23.49%) following the
announcement of aggressive stimulus from Beijing, lifting the
performance of broader emerging markets.

Sharp reversals were the order of the day in the third quarter, with
some of the worst-performing markets such as Hong Kong staging a
sharp turnaround after the announcement of large stimulus packages
from Chinese officials. Nearly a year’'s worth of trading took place in
the last day of the quarter. This led China-focused segments, like
materials, to make significant moves higher. Japan's choice of a new
Liberal Democratic Party head to be prime minister also surprised the
market, raising fears that he might not follow the corporate policies
of the previous administration — something that has since been put
to rest — and led to money going back into China from Japan from
shorter-term players in the market. Year to date, Japan had been one
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of the better-performing markets, while China had been
unquestionably the worst, hence the strong reversion.

Political drama in France continued with a new prime minister
floating the idea of additional corporate tax increases to help salvage
the expanding budget deficit; this kept French stocks on their back
foot. The 50 basis point Fed rate cut rounded things out at the end of
the quarter. Now markets are nervously anticipating the upcoming
U.S. election and what that could mean for international trade. The
U.S. dollar was broadly weaker throughout the quarter against all
major currencies.

International growth stocks rose 5.68% for the quarter but

underperformed their value counterparts by 321 basis points as a

market rotation away from previous winners in health care and

technology ensued.

Exhibit 1: MSCI Growth vs. Value Performance
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As of September 30, 2024. Source: FactSet.

The ClearBridge International Growth EAFE Strategy outperformed
the benchmark in a third-quarter environment favoring value shares
due to our diversified focus beyond traditional, higher-growth,
higher-beta stocks. We believe such an approach is well suited for
broadening markets. Performance was highlighted by strength in
both our cyclical holdings in the consumer discretionary, financials
and materials sectors as well as information technology (IT). This
wider participation is an encouraging sign for us as active, bottom-
up growth managers.

Portfolio holdings that had led in a previously narrow international
market environment, including GLP-1 pharmaceutical developer
Novo Nordisk and semiconductor equipment makers ASML and
Tokyo Electron, gave back gains in the rotation. While Tokyo Electron
had been trimmed pretty heavily earlier in the year, we capitalized on
late-quarter weakness to bring this position to a more active weight.
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We maintain confidence in these franchises as leaders in the secular
growth market of diabesity treatments, the turnaround of the
memory markets in semiconductors and the broadening adoption of
Gen Al It is important to note that the Strategy topped the
benchmark despite underperformance in these significant positions.
We believe this further speaks to the efficacy of our approach to
growth investing across three buckets of secular, structural and
emerging growth companies.

Portfolio Positioning

We were active in the quarter selling positions where we feel growth is
on the decline, upgrading into new ideas with better growth and
valuation support. At this point we are convinced that the Japan move
to upgrade profitability, capital allocation and shareholder returns is
authentic and added four new ideas that reflect this confidence.

In the secular bucket, we purchased Terumo, a Japanese
manufacturer of medical equipment for blood management, cardiac
and vascular procedures as well as general hospital uses. Its core
cardiovascular and vascular device business is growing at above-
market rates due to better patient outcomes and improved hospital
economics. New product launches in its blood and cell technologies
business should further bolster Terumo's growth. We see the
company expanding margins through steady growth in core markets,
new business and more aggressive M&A that is possible under its
new CEO.

Structural growth companies provide us the opportunity to generate
alpha from turnarounds and restructurings as well as broader cyclical
drivers. The other three Japan additions fall into this category — Asics,
Tokio Marine and Fujikara, an electrical equipment maker. — All three
stand to benefit from both company-specific actions as well as
broader reforms in the Japanese market aimed at improving return on
equity and shareholder engagement while promoting M&A activity.

Asics is a specialty running shoe designer whose newer management
is committed to bringing the business back to industry-like
profitability. In addition to its iconic running shoes, the company also
develops footwear for the sports lifestyle and health/comfort
markets. With better operational focus, inventory management and a
move to specialty sales channels, we believe Asics’s well-known
quality will allow it to sell more products with better pricing and
margins, leading to significant earnings growth.

Tokio Marine is a top global property and casualty insurer. M&A
among its smaller rivals in the past few years has created greater
parity but Tokio Marine remains the largest insurer by market cap
due to its larger overseas portfolio, mostly based in the U.S. We see
three sources of price appreciation for the company going forward:
premium increases in its domestic P&C business, the selling off of
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cross holdings that could unlock up to 30% of the company’s current
value and bolt-on acquisitions funded by its high cash generation.

The Bank of Japan's latest Tankan survey confirmed a continued
recovery in domestic demand, rising GDP growth and a low risk of
deflation returning, conditions conducive to our increasing exposure
to the region.

China’s struggle through a post-pandemic recovery has not impacted
every sector the same way, presenting an opportunity to purchase
Hong Kong-based Lenovo, also in the structural growth category,
during the quarter. Lenovo is a global technology hardware company
with a leading market share in personal computers. The PC business
is set to go through a multiyear growth recovery driven by an
operating system upgrade cycle and the introduction of higher-
priced Al-based PCs. The server and storage segment is also
expected to rebound this year, creating an additional channel for
market share gains.

While Beijing's late-quarter stimulus measures are a good start,
ongoing weakness in the world's second-largest economy has
caused us to pare back our direct holdings in the market over the
past year. We are now evaluating our indirect exposure as well, which
resulted in several exits and trims during the quarter, the largest
being the sale of Hong Kong-based life insurer AIA Group. Although
AlA's business has started to improve, wages and employment,
particularly among younger consumers, have slowed dramatically,
creating concern of less disposable income insurance purchases.
Government stimulus through lower rates will also lower investment
income for insurers.

Our biggest sale was Nestle, the Swiss packaged foods giant, where
growth appears to have peaked under former CEO Mark Schneider.
Nestle's new CFO has indicated that upward earnings guidance will
be pushed out further than anticipated. We exited the long-held
name in favor of French food and beverage maker Danone, a higher-
growth idea in consumer staples. We also closed out of long-held
staples name Shiseido as profitability continues to elude the
cosmetics maker as it attempts to fix a high cost base in Japan. New
management teams will continue to be challenged to bring
profitability higher here while maintaining its international focus. We
directed the proceeds into better structural change stories in Japan.

Other exits included Computershare, an Australian shareholder
services provider whose margin income will be impacted by lower
interest rates, and Legrand, a French electrical equipment maker,
both of whose shares were approaching our price target.
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Outlook

With its September rate cut, the Federal Reserve joined central banks
in the eurozone, the U.K,, Switzerland and Canada in easing financial
conditions. The Fed move has ramifications well beyond the U.S. and
is supportive of broadening participation across both developed and
emerging equity markets (Exhibit 2). Combined with China's
aggressive stimulus measures announced late in the quarter, we
expect global economic activity will remain positive through the end
of the year and into 2025.

Exhibit 2: International Equity Leadership Following the Cut

Subsequent 12-Month Price Return

Initial Rate Economic MSCI EAFE MSCI EAFE

Cut Outcome MSCI EAFE Growth Value MScru.s.
Apr. 1980 Recession 32.5% 32.4% 32.5% 35.9%
June 1981 Recession -7.0% -11.0% -4.2% -7.7%
Oct. 1984 Soft Landing 40.7% 41.5% 40.6% 13.7%
June 1989 Recession 2.4% -0.3% 5.5% 15.7%
July 1995 Soft Landing 13.3% 11.6% 15.4% 26.2%
Jan. 2001 Recession -21.2% -24.2% -18.4% -9.4%
Sept. 2007 Recession -24.0% -20.3% -27.6% -20.1%
July 2019 Recession -0.4% 10.5% -11.1% 10.4%

Average 4.5% 5.0% 4.1% 8.1%

Recessionary Average -2.9% -2.2% -3.9% 4.1%

Soft Landing Average 27.0% 26.6% 28.0% 20.0%

Data as of September 30, 2024. Sources: FactSet, MSCI, NBER

Despite the strongly positive reaction by Chinese equities to Beijing's
monetary easing, we believe more needs to be done to restart
growth. While the measures are targeted predominantly at the equity
markets and local government budgets, we need to see the creation
of long-term demand drivers and consumer spending, both of which
have been difficult during the housing market declines. China is
expected to make additional policy moves at the end of October and
with the outcome of U.S. elections soon thereafter, we should know
more about the path of its recovery soon.
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We are encouraged by the improving conditions across our
investable universe as they create a more conducive environment for
our diversified approach to growth. Recent performance has
highlighted the benefits of complementing core secular growth
positions with opportunistic ownership of structural growers and
selective exposure to emerging growth names.

Portfolio Highlights

During the third quarter, the ClearBridge International Growth EAFE
Strategy outperformed its MSCI EAFE Index benchmark. On an absolute
basis, the Strategy delivered gains across all nine sectors in which it
was invested (out of 11 total), with the consumer discretionary,
financials and industrials sectors the primary contributors.

On a relative basis, overall stock selection contributed to
performance. In particular, stock selection in the consumer
discretionary, IT, communication services and materials sectors and a
lack of exposure to energy drove results. Conversely, an overweight
to IT and stock selection in the industrials and health care sectors
detracted from performance.

On a regional basis, stock selection in Asia Ex Japan, Japan and the
United Kingdom and an overweight to North America supported
performance while stock selection in North America and an
underweight to Asia Ex Japan proved detrimental.

On an individual stock basis, the largest contributors to absolute
returns in the quarter included Inditex in the consumer discretionary
sector, Haleon in the consumer staples sector, London Stock
Exchange in the financials sector, Argenx in the health care sector
and CRH in the materials sector. The greatest detractors from
absolute returns included positions in Novo Nordisk in health care,
ASML and Tokyo Electron in IT, Puig Brands in consumer staples and
Rentokil in industrials.

In addition to the transactions mentioned above, we exited positions
in Monday.com in the IT sector and Daifuku in the industrials sector.
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